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lOATH OR AFFIRMATION

]

Stan Gregor , swear (or affirm) that, to the

est of my knowledge and belief the accompanying financial statements and supporting schedules pertaining to the firm of
Commerce Capltal Markets, Inc. . as of

December 31 , 20_06 , are true and correct. | further swear (or affirm) that neither the. company

P

i .
or any pariner, proprietor, principal officer or director has any proprietary interest in any account classified scley as that of a
customer, except as follows:

/ (gignature

EVP / Chief Executive Officer
Title

= WICHELLE R TIRENDV
Notary Public : . Pubic

My Commission Expires May 8. 2010

This report™ contains (check all applicable boxes):

(@) Facing page.

¥ (b) Statement of Financial Condition,

]
oo®

-

N

- _ - il

s gl tara = syaye

{c) Statement of Income (Loss).

(d) Statement of Changes in Financial Condition. ' :

(e) Statement of Changes in Stockholders' Equity or Partners’ or Sole Proprietor's Capital.

{f) Statement of Changes in Liabilities Subordinated to Claims or Creditors.

{g) Computation of Net Capital.

(h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

(I} tnformation Relatlng to the Possession or control Requirements Under Rule 15¢3-3.

) A Reconcullatlon including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and the
Computation for Determination of the Reserve Requirements Under Exhibit A or Rule 15¢3-3.

ky A Reconciliation between the audited and unaudited Statements of Financial Condmon with respect to methods of con-
solidation.

(), AnOathor Affirmation.

(m) A copy of the SIPC Supplemental Report. '

(n) Areport describing any material inadequacies found to exist or found to have existed since the date of the prewous audit.

*For conditions of confidential treatment of certain portions of this filing, see section 240.17a-5(e)(3).
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' Commerce Capital Markets, Inc.

==_'I ERNST& YOUNG m Ernst &Young LLP & Phone: (215} 448-5000

Pennsylvania 19103-7096

Report of Independent Registered Public Accounting Firm

The Board of Directors

We have audited the accompanying statement of financial condition of Commerce
Capltal Markets, Inc. (the Company) as of December 31, 2006. This ﬁnancral statement
is the responsibility of the Company’s management. Our responsibility is 0 express an
opmllon on this financial statement based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the

Unlteld States. Those standards require that we plan and perform the audlt 10 obtain
reasonable assurance about whether the statement .of ﬁnancml condmon is free of
matenal misstatement. An audit includes consideration of mternal control over financial
repor!tmg as a basis for designing audit procedures that are approprlate in the
circumstances, but not for the purpose of expressing an oplmon on the effectlveness of
the Company s internal control over financial reporting. Accordmgly, we express no such
opinion. An audit also includes assessing the accounting pnn‘mples used and significant
estimates made by management, and evaluating the overall statement]of financial
condltlon presentation, We believe that our audit provides a reasonable basis for our
oplruon

In our opinion, the statement of financial condition referred to above presents fairly, in all
material respects, the financial position of Commerce Capital Markets Inc. at
Dece'mber 31, 2006, in confonnlty with accounting pr1nc1ples generally accepted in the
United States.

March 29, 2007

0703-817346-PH 1
A member firm of Ernst & Young Global Limited

Two Commerce Square Fax:  (215) 448-4069
Suite 4000 Www.ey.com

2001 Market Street

Philadelphia



|
Commerce Capital Markets, Inc.

|
Statement of Financial Condltloh

December 31, 2006

Assetls !
Cash and cash equivalents |
Receivable from brokers and dealers i
Loans receivable \
Securities owned at market value !
Prepaid expenses
Goodlfaith deposits
Accruied income receivable ’
Accrued interest receivable i
Fumnure equipment, and leasehold improvements, at cost (net:of
accumulated depreciation and amortization of $4,576,832) ‘
|
\

. Otherlassets

Total assets

Liabilities and stockholder’s equity
Liabilities:
Payz:ible to brokers and dealers
Acc‘rued expenses
Cun ent tax liability — payable to related party
Statu and other tax liabilities i
Othg.r liabilities !
!

“Total Iiabilities

Stockholder s equity:
Corrllmon stock—authorized 10,000 shares; issued 4,684 shares,
no par or stated value _ |
Addmonal capital

: Temporary capital
Retamed earnings

Total e.tockholder s equity

Total liabilities and stockholder’s equity

See accompanying notes.

0703-817346-PH |
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$ 17,091,142
443,648
11,695,705
106,007,034
351,101
641.190
1,011,350
509,798

1,474,294
11,779,462

$ 131,004,724

|

i
$ 12,738,895

2,839,052
} 563,205
497,392
It 130,569

6,769,113

259,559
66,290,095

8,500,000
49,185,957

124,235,611

$ 131,004,724

|
|
|
|
]
|
{
|



- 1. Organization _ ‘ :

|
Commerce Capital Markets, Inc.
|

. . |
Notes to Financial Statements)

A |
|
|

December 31, 2006 |
| :
I

Commerce Capital Markets, Inc. (the Company), a wholly-owned operating sub51d1ary of
Com]}nerce Bank, N.A. (CBNA), is a registered broker-dealer in securmes under the
Securmes Exchange Act of 1934 and is a member of the National Assocmtlon of
Secunues Dealers, Inc. CBNA is a wholly-owned subsidiary of Commerce Ba.ncorp, Inc.

(Banborp) a multi-bank holding company headquartered in Cherry Hill, Neulr Jersey.

The Company underwrites and trades in state and municipal securities. 'Flhe Company
also ;i)rovides corporate and municipal finance services, including private placements and
financial advisory services for its customers and the_custome:rs of Bancorpll., In addition,
the (;Iompany also provides investment services, consisting primarily of, the sale of

investment products, to retail customers. ) !

The Company clears its securities transactions on a fully dlsclosed basis through National
Fmanmal Services LLC (the “clearing broker”). During 2006 the Company changed its
stzzltec from a full clearing broker-dealer subject to the requirements of Rule {15¢3.3 of the
Securmes and Exchange Comrmssmn to an introducing broker dealer exemi)t from Rule
15¢313 requlrements i
2. Significant Accounting Policies

|
|
|
Significant accounting policies are summarized as follows: |

Cash and Cash Equivalents : | i

The Company has defined cash equivalents as highly liquid onencumbered investments, .

. with original maturities of less than ninety days that are not held for sale m% the ordinary

course of business. i

§
1
5

Investment Securities i i
Securlty transactions are accounted for on a trade-date basis with the resultmg receivables
and payables classified as amounts due to or from pending fransactions. Securmes owned
c0n51st primarily of state and municipal obligations, which are valued at falr value, and
the Lfmreahzed gains and losses are reflected in current eammgs in the statement of
operations as part of net tradmg income. The fair value of| securities ov%ned is based
primarily on quoted market prices, dealer quotes, and prices |obtz:uned from! independent
third |parties. !

|

¥

o

|

i

|

|
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.over the shorter of the lease term or useful life.

Commerce Capital Markets, Inc.

Notes to Financial Statements (contllnued)
|
|

2. Significant Accounting Policies (continued) ;
|
Loans Receivable |

The Company has loans to certain employees of the Company, some of which are
forgivable over future periods if certain performance and tenure conditions IIare met. The
remainder are payable in accordance with a payment schedule or On demand in an event
of defau]t Management evaluates the collectibility of these loan recelvables and adjusts
the carrymg value for any amounts determined to be uncollectrble For those loans that
are f(l)rglvable the Company amortizes the balances in to compensatlon expense ratably
overturns contractual service period.

_ 1 i
Income Taxes } |

. ‘ |
The (ilompany is included in the consolidated federal income tax return filed|by Bancorp.
In aclcordance with the tax allocation policy of the consohcliated group, t the Company
determmes its federal income tax liability on a. separate-reltum basis and makes the

required tax payments to Bancorp. | ]

Deferred income taxes have been provided for the effectsI of temporary differences

between financial reporting and tax bases of assets and l1ab111t1|es and have béen measured
usmg the enacted marginal tax rates and laws that are current]y in effect.
Furniture, Equipment, and Leasehold Improvements | '

l

All furmture equipment, and leasehold improvements are recorded at cost. [Deprematxon
on furniture and equipment is provided on a straight-line basxs over the estlmated useful .

]1ves|of the assets. Leasehold improvements are amortized using the stralghtI -line method

i
| o
Net tradmg income is recorded on a trade-date basis, and|includes gai'r{s and losses
arlsmg from all securities transactions. Management fees |and underwntmg income
include gains, losses, and fees, net of syndicate expenses arising from securities offerings
in wlnch the Company acts as underwriter or agent. Manage'ment fees arelrecorded on

Revenue Recognition

' offerlng date, and underwriting fees at the time the underwntmg is completed and the

i
1ncome is reasonably determinable. Financial advisory servu:es are fees recogmzed for
broké ring interest rate swaps between CBNA and coumerpart}es Intere§t income is

!'
1

i
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1

| | Commerce Capital Markets, Inc.

Notes to Financial Statements (continued)

2. Significant Accounting Policies (continued)

L
|

recognized as it is earned. Investment services revenue, also recogmzed as earned, mainly
consists of commissions generated on the sale of investment products to retail customers

and fees earned on money market balances. |

Financial Instruments ‘

All rieceivables and payables are short-term in nature and are recorded at contracted
amounts, which approximate fair value.

Derlvatlve financial instruments used to offset the market nsk associated jwith- trading
include futures and options and are carried at market value w1th realized and unrealized
gamsl and losses recorded in net trading income in the statement of operatllons Market
values for these exchange-traded derivatives are based on quoted market] prices. Fair
value’s of option contracts and futures transactions, as well as cash mamtamed in a related
broke‘*rage account, are recorded as receivable from and payable to brokers ar}ld dealers.

Use of Estimates ! '

The preparation of financial statements in conformity vxlrith accountinlg principles
generally accepted in the United States requires management to make estlmates and
assumptions that affect the amounts reported in the ﬁnanc:al statements and the

accompanying notes. Actual results could differ from those estimates.
3. Receivable from and Payable to Brokers and Dealers

Amounts receivable from and payable to brokers and dealers at December 31, 2006, ‘
consist of the following:

Receivable 'Payable
|

Unsettled trades $1 -~ 8273889
Due from brokers and dealers - 443 648 l -

$ 443,648 $12,738,895
| _ | ,1
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_ Company is amortizing these loans over five years as part of salary expense.

Commerce Capital Markets, Inc.

Notes to Financial Statements (continued)

4. Loans Receivable

Loans receivable at December 31, 2006, is comprised of $982,705 of loans glven to non- °
management employees. These loans are five years in length and are forgivable

dependmg upon the conditions in the Promissory Notes 51gn|ed by the employees The

5. Securities Owned at Market Value ll '

At Dlecember 31, 2006, securities owned by the Company are comprised jof State and
municipal bonds with a market value of $106,007,034, pnmarlly from the Pennsylvama
and New Jersey area.

6. Lease Commitments

. Y
The Company leases its main office space from Bancorp. Minimum rental commitments
associated with this lease are included in the table below.

At December 31, 2006, minimum rental commitments under all noncancelable leases
were as follows:

2007 $ 497,284
2008 503,880 |
2009 503,880 |
2010 503,880
2011 503,880
Thereafter l 83,980
Total . T $2.596.784 |

7. BDerivative Financial Instruments and Concentrations of Credit Risk

As part of its broker-dealer activities, the Company maintains an inventoryjof securities
for distribution to its customers in order to meet those customers needs. In order to
reduce the exposure to market risk relating to the mventory, the Company s hedging
strategy is to buy and sell a variety of derivative financial 1nstruments mcludmg futures
and option contracts. Market risk includes changes in 1nterest rates or value fluctuations
in the underiying financial instruments. The Company also regularly sells financial
futures contracts not yet purchased (short sales) to offset the market risk assocmted with
its 1 nventory Short positions may expose the Company to market risk in thé event prices

|
increase as the Company will be obligated to acquire the futures contracts|at prevailing

1
l
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|
Commerce Capital Markets, Inc‘:.

Notes to Financial Statements (continued) |

7. Derivative Financial Instruments and Concentrations of Credit Risk(continued)

market prices. The Company uses notional (contract) amounts 1o measure derivative
actmty Notional amounts are not included on the balance sheet as those amounts are not
actuallly paid or received at settlement. The following table reﬂects the open
commltments for futures and options along with the assomated unrealized galns (losses)

recorded as of December 31, 2006: i ‘ ”

Net
Contracts
Outstanding Notional Amount - Unrealized
Commitments Long/(Short) Long | (Short) Gain (Loss)
Treasury bond futures %  $ 9,000,000 ‘$ - $ (60,885)
Treas'ury bond put options 300 30,000,000 | - I 323,208
Total|commitments 390 $39,000000 % - $ 262323

The average notional amount for futures and options contracts for thej year ended

December 31, 2006 was $14,100,000. |
The notional amounts of derivative financial instruments do|not represent%ithe potential
risk from counterparty nonperformance. Transactions in derlvatlve financial instruments
are [conducted through regulated exchanges, which guarantee performance of
counlterpartles and settle in cash on a daily basis. The Company belleveslthese factors
minimize credit risk. ‘ |

. The Company’s business involves the participation in under|wrlt1ng actlvmes primarily

with |public entities in and contiguous to the Commonwealth of Pennsylvama and New
Jersey As part of this activity, the Company executes commitments to achrlre securities -
and execute security sale transactions with customers. The Company is exposed to
market risk if the value of the securities which the Company has committed to underwrite
dech'nes before the closing of the transaction. Credit risk is|eliminated at!a transaction
clomlng at which time funds are exchanged for the underwritten securities. There were no
commitments to acquire securities at December 31, 2006.

The Company is involved in investment banking and trading serv1ces to underwnte sell,
and make a market in high-yield securities. High-yield secunnes have been defined as
debt {securities which are nonrated or those rated by S!andafd and Poor’ s as BB+ and
Moody’s as BB or lower (or equivalent ratings for other instruments). These activities

i_
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Commerce Capital Markets, Inc.

Notes to Financial Statements (conti{nued)

7. Derivative Financial Instruments and Concentrations of Credit Risk|{continued)

expose the Company to higher degrees of credit risk than that associated w1th investment-
grade securities. As of December 31, 2006, the Company dld not hold any nonrated
securities. : i !

o
8. Related Party Transactions l

|
The Company provides administrative services to Commerce Insurance Services, Inc.
(CIS) an affiliated insurance company. ’

The (‘ompany and CBNA reimburse each other for various shared services and certain
employee benefit costs made on each other’s behalf, in the ordmary coursel of business.
At December 31, 2006, the Company recorded a recelvable of $994 170 for
relmﬁursements owed from CBNA, included in other assets on the statement of financial
condition. Contributions made to Bancorp’s defined contnbutlon plan were $ 214,000 in
2006? Throughout 2006, Bancorp reimbursed the Company for $4,308 912 in financial
adv1sory services.

Bancorp and certain other affiliates provide but do not |charge the Company for
adrm%nstratlve services, information systems support, trammg, internal audlt services,
credlt analysis, and general support services. At December 31, 2006, the Company
recorded a payable of $112,500. The financial condition and results of operatlons may
have been significantly different had the Company been autonomous.

The Company’s inventory and normal ‘operating needs are funded through capital
contrlbutlons from CBNA on an as-needed basis. Excess capital not utxllzed by the -
Cornpany is distributed to CBNA as a return of capital. For lhe year ended December 31,

2006/ CBNA received net capital distributions from the Company of $28‘200 000. At -
Decelmber 31, 2006, $8,500,000 of the Company’s capltal which is Jincluded as
temporary capltal in the stockholder’s equity section of the statement lof financial
condition, is not allowable pursuant to the Uniform Net Capital Rule (Rule 15¢3-1) of the
SEC.

Cash|on deposit with Bancorp and its bank subsidiaries was $6 528,568 at December 31,
2006 Additionally, the Company has short-term 1nvestments in a money market fund
advised by the Company of $10,000,100, which is included in cash and cash equwalents

0703-817346-PH
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|

Commerce Capital Markets, In:
|

Notes to Financial Statements (continued)

| !
5 i
:
|
|

9. thlgatlon 1

!
The Company is involved in litigation arising in the normal’ course of busmess In the

“opinion of management, after consultation with legal counsel the ultimate resolution of

suchlitigation will not have a materially adverse effect on the Company s financial
position or results of operations. |

10. Indemnifications

In the normal course of its business, the Company indemnifies and guarantees certain

.semce providers, such as clearing and custody agents, trustees and admlmstrators

agamst specified potential. losses in connection with their |acting as an agent of, or
prowdmg services to, the Company or its affiliates. The Cornpany also mdemnlﬁes some
chents against potential losses incurred in the event specified third- party service
prowders including sub-custodians and third-party brokers, 1mproper1y execute
transactlons The maximum potential amount of future paymelnts that the Company could
be requ1red to make under these indemnifications cannot be estimated. I—Iowever the
Company believes that it is unlikely it will have to make: materlal payments under these
arrangements and has not recorded any contingent liability in |the financial statements for
these indemnifications. j

The {Company is subject to the Securities and Exchange\Commlssmn (the “SEC™)
Umforrn Net Capital Rule (Rule 15¢3-1). Pursuant to the Uniform Net Capltal Rule (Rule
15¢3k 1) of the Securities and Exchange Commission, thé Company 1s] required 10
maxntam minimum net capital, as defined under such provisions. The rule requires it-
mamtam minimum net capital equal to the greater of $100, 000 or 6-2/3%]of aggregate
mdebtedness as defined. |

!
;

11. Net Capital Requirements

At December 31, 2006, the Company had net capital of $97,388,128! which was
$96,936, 854 in excess of the required net capital of $451, 274.! ’ :

Undflr the clearing arrangement with the clearing broker, the Company is required to
maintain certain minimum levels of net capital and comply with other ﬁnanmal ratio
requ1rements At December 31, 2006, the Company was in compliance w1th all such
requirements. : | -

|
| s
END
- i
| |
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